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TAX FORUM
DORIS L. BOSWORTH, CPA

Significant Changes in the Moving Expense Area
With the development of business on a na
tionwide basis, many problems have arisen, not
only from the administrative, but also from the
tax point of view. One of these problems has
been the tax treatment of reimbursement by an
employer of expenses incurred by an employee
in moving his family to a new location. Unfor
tunately, the tax consequences devolve primar
ily upon the employee. Any portion of the re
imbursement that is income to the employee
from the Treasury Department’s point of view
merely results in a reclassification of the ex
pense as compensation as far as the employer
is concerned. There is, of course, the question
of failure to withhold, but the Service does not
ordinarily pursue this. Rather it is the em
ployee who finds himself faced with paying
additional taxes on an item arising out of bene
fits to be derived by his employer.
Recognition of the psychological, as well as
financial, aspects of shifting a family from one
location to another has engendered rather lib
eral interpretations on the part of employers
as to what constitutes reimbursable moving
expenses. Not only do they pick up the tab
for the usual costs incurred in moving an in
dividual, his family and household goods, but
expenses for preliminary visits to the new lo
cation during the period of search for a perma
nent home may also be paid. In a great many
instances, allowances are also given for draper
ies and carpeting, a not inconsiderable cost in
moving from one house to another. In 1965, a
Circuit Court case and a Revenue Ruling fo
cused attention on the fact that such allow
ances will not come within the purview of the
Treasury Department’s interpretation of what
constitutes non-taxable reimbursed moving ex
penses. As a consequence, many corporations
are now having to evaluate the tax impact of
former policies, and to look for acceptable so
lutions to the problem.
In England vs. United States, 345 F(2d)
414, CA-7 (1965), the taxpayer was transferred
by his employer from Missouri to Illinois. Dur
ing the period while the employee was looking
for a new residence, the company reimbursed
him for expenses incurred in connection with
temporary living quarters. The Seventh Cir
cuit took the position that such reimbursement
of personal living expenses constituted taxable

income to the employee. This position was re
iterated in Revenue Ruling 65-158 where items
of gross income subject to withholding are
spelled out. Included therein are living ex
penses of a temporary nature while looking for
a home, drapery and rug allowances, and other
specifically enumerated items that are usually
incurred in connection with changing one’s
residence. Although the England case is being
appealed to the Supreme Court, the criteria
established there and in the Revenue Ruling
will prevail in the intervening period.
Faced with the problem of transferring em
ployees to new locations of employment and
the resulting tax-wise disadvantages, company
officials are presently considering the necessity
of urging Congress and the Treasury Depart
ment to enact laws that will alleviate the situa
tion. The immediate steps that have been taken,
however, are to reexamine preliminary trips to
analyze their true nature or, in the alternative,
where such trips do not conform to the Regu
lations, to increase compensation or reimburse
ment to cover the tax cost to the employee.
Under the first alternative, employers recog
nize that often the employee who has been se
lected for transfer is sent out on a trial basis to
the new location. Several questions have to be
resolved at that time: is he capable of handling
the problems to be encountered in the new ter
ritory; will there be personality conflicts with
the employees already at that location; and will
he be the best choice for the new position. The
trial period is not, therefore, properly charac
terized as moving expense; rather it is business
travel and should find its way into that account.
Of course, it is only natural that the em
ployee will be looking for a new residence, dur
ing his free time, in the event that the transfer
is ultimately consummated, but this should not
change the aspect of the trip. The danger al
ways exists that where an extended stay in an
other city is followed by acceptance of a posi
tion in that city, the Treasury Department will
attempt to impute actual transfer at the outset
of the trip. This contention should be overcome
in instances where there has been documenta
tion in the form of correspondence between the
company and the employee as well as internal
memorandums concerning the nature of the
trip.
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